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Key Economic Indicators 


All Values in Bahraini Dinar Millions 
(Unless Otherwise Indicated) 


Domestic Economy 
Population (thousands) 
GDP at current prices 
GNP at current prices 
Per capita GNP, U.S. dollars 
Consumer Price Index 


Production and Employment 
Labor force (1,000’s) 
Industrial production 
Govt. budget deficit as 
% of GDP 


Balance of Payments 
Exports FOB 


Imports CIF 
Trade balance 
Overall balance 
Official foreign debt 
(year end) in $ millions 
Liquid international reserves 
(year end) in $ billions 
Average exchange rate 
(x = US$1.00) 


U.S. - Bahrain Trade 
U.S. exports to Bahrain (CIF) 
U.S. imports from Bahrain (FOB) 
U.S. share of Bahrain imports 
U.S. share of Bahrain exports 


1986 


442 
1,198 
1,085 
6,533 
-2.3 


182 
521 


827 


=77 
36 


- 376 


96 
21 
18 
15 


1987 


457 
1,192 
1,084 
6,301 
-1.5 


188 
524 


$123 

1020 
-106 
“227 


1988 1989 
(est. ) 


473 

1,262 1,294 
1,095 

6,153 

-0.2 1.5 


03 
544 


907 
975 
-68 
181 


152 


Principal U.S. exports (1988): aircraft, aircraft parts, and 


passenger cars. 


Principal U.S. imports (1988): aluminum bars, methyl alcohol, 


and crude petroleun. 


Sources: Ministry of Finance and National Economy, Central 
Statistics Organization, Bahrain Monetary Organization. 





SUMMARY 


Aided by the end of the Gulf war and a return of business 
confidence, the economy of Bahrain, as measured by the gross 
domestic product (GDP), returned to positive growth in 1988 
for the first time since 1986. GDP rose by about 6 percent 
in 1988 and is expected to register another increase in 
1989, albeit at a slower rate of around 2.5 percent. 


Over the last two decades, the Government of Bahrain has 
followed a policy of economic diversification into 
manufacturing, finance, and services in order to reduce the 
country’s dependence on oil and to create employment 
opportunities for its growing population. Recently 
established industries include aluminum smelting and 
fabrication, ship repair, petrochemicals, and an extensive 
banking and finance sector. Tourism is also playing an 
increasingly important role, given the island’s pleasent 
environment and relaxed attitude with respect to public 
entertainment. Non-oil manufacturing has risen from around 
7 percent of GDP in 1983 to over 12 percent in 1988. 


Despite the government’s diversification efforts, oil and 
gas remain the corner stones of the island’s economy. Oil 
and gas revenues constituted over 50 percent of government 
revenues in 1988, and oil and refined products’ share of 
Bahrain exports was 76 percent in the same year. The 
weakness of crude oil prices adversely affected government 
oil revenues in 1988, which dropped from $729 million in 
1987 to $556 million. This factor, coupled with an increase 
in expenditure, pushed up the government’s budget deficit 
from $72 million in 1977 to $215 million in 1988, all of 
which was financed by internal borrowing. 


Although still quiet when compared with the boom years of 
the 1970s and early 1980s, the economic upturn which began 
in 1988 and continued throughout 1989 has resulted in 
increased trade opportunities for U.S. firms. The 
government began to loosen the tap for public works 
expenditures in 1989 and, at the same time, has moved 
forward with major public sector investments such as the 
Aluminum Bahrain (ALBA) expansion project and the Gulf Air 
fleet modernization program. Assuming continued stability 
in the oil market with prices at or above their levels in 
1989, the economy of Bahrain should continue to enjoy 
moderate economic growth in 1990. 
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PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth: During 1984-87, the economy of Bahrain 
experienced a severe recession brought about by the decline 
in oil prices, loss of trade with Iran, and the 
destabilizing effects of the Iran/Iraq war. Gross domestic 
product declined 19 percent from $3.90 billion in 1984 to 
$3.19 billion in 1987. Per capita GNP in the same time 
frame declined from $9,210 to $6,301. The decline in 
economic activity occurred in all economic sectors except 


agriculture, which accounts only for around 1 percent of the 
GDP in any case. 


The recession bottomed out in 1987, and by 1988, positive 
growth was measured in all important sectors except for the 
mining and quarrying subsector, which continued to be 
adversely affected by low crude oil prices. In 1988, GDP at 
current prices increased by 6 percent to $3.36 billion. 
Growth in the industrial sector was measured at 4 percent, 
increasing to $1.45 billion. The service sector increased 
by 8 percent to $1.87 billion. 


Although official statistics for 1989 are not yet available, 
the economy in that year is believed to have continued on an 
upward course, but at a slower rate than 1988. The 
unofficial estimate of GDP growth in 1989 is 2.5 percent. 


The outlook for 1990 continues to be positive, contingent 
upon oil prices remaining at or above their 1989 levels. 


Petroleum Sector: Despite attempts to diversify, oil and 
gas continue to play a dominant role in the island’s 
economy. In addition to providing over 50 percent of the 
government’s revenue, petroleum exports constitute over 75 
percent of total exports. In 1988, oil production remained 
static at around 42,000 barrels per day from domestic 
production, plus an additional 70,000 barrels per day from 


the Abu-Safa offshore field, which is shared with Saudi 
Arabia. 


Gas production in Bahrain in 1988 amounted to some 266 
billion cubic feet, up 5 percent from the previous year. Of 
the total, 47.8 billion cubic feet was associated gas 
obtained in conjunction with crude production, and 218 
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billion cubic feet is nonassociated Kuff gas. Bahrain uses 
all of the gas domestically--none is exported directly. The 
biggest users in 1988 included: Electricity Directorate, 
63.4 billion cubic feet; Aluminum Bahrain, 52 billion cubic 
feet; and the BAPCO refinery, 36 billion cubic feet. In 
1988, 77.5 billion cubic feet of natural gas was reinjected 
into the oil field to increase oil extraction. 


In addition to producing crude oil from the Awali and Abu 
Safa fields, Bahrain also produces significant amounts of 
refined products. It possesses one of the oldest refineries 
in the Gulf--in operation since 1932. The refinery is owned 
and managed by BAPCO, a joint stock company owned 60 percent 
by the Government of Bahrain through its Bahrain National 
Oil Company (BANACO) and 40 percent by Caltex. The refinery 
had an average daily throughput of 244,000 barrels per day 
(bpd) in 1989. Approximately 195,000 bpd consisted of 
Arabian light crude oil imported from Saudi Arabia’s Eastern 
Province, while the remainder came largely from Bahrain’s 
own Awali field. The refinery’s output spans a broad range 
of refined products and the refinery is known in industry 
circles for its production flexibility. Local oil industry 
officials believe that the refinery could be rendered more 
efficient by modernizing its production facilities, and such 
a project has been under consideration for some time. 


In January 1990, the Bahrain National Oil Company and the 


U.S. firm, Harken Energy Corporation, agreed to jointly 
explore for oil offshore in Bahrain’s territorial waters. 
Drilling activities, which initially will be focused in 


areas north of Bahrain, are expected to begin in the fall of 
1990. 


The Financial Sector: Traditionally a regional transit 
point and communications center, Bahrain in the last 20 
years has developed as a regional financial center for the 
Gulf region and for much of the Arab world. As of January 
1989, the island was the home of 19 commercial banks, 60 
offshore banking units, 54 representative offices, and 19 
investment banks. Bahrain’s financial institutions attract 
funds from all over the Gulf region and, unlike the 
situation in neighboring Saudi Arabia, there is no serious 
sensitivity to the use of interest in banking operations in 
Bahrain. The presence of a large banking community has also 
made it significantly easier for the Government of Bahrain to 
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finance its deficits through the sale of treasury bills and 
development bonds. By giving its debt issues attractive 
yields and maturities, the government has assured strong 
interest in its T-bills and bonds from local banks. 


Within the past few years, a number of foreign banks have 
withdrawn from Bahrain due to several factors--including the 
economic recession, which adversely affected the entire Gulf 
region, and advances in telecommunications, which make an 
actual physical presence in a financial market less 
important than in the past. The exodus of financial 
institutions appears to have peaked, and observers expect 
that Bahrain will retain its position as the preeminent 
financial center in the region for the foreseeable future. 


The Aluminum Sector: Using the advantage of relatively low 
energy costs, Bahrain began to develop its aluminum industry 
over 20 years ago. Over the years, the sector has expanded 
from basic smelting to a host of downstream operations, 
including a rolling mill, an extrusion plant, a cable plant, 
and a factory producing aluminum powder. At the present 
time, the smelter operation, Aluminum Bahrain (ALBA) is in 
the midst of a $1.4 billion expansion, which, when completed 
in 1993, will increase its capacity from 184,000 tons per 
year to 460,000 tons per year. The government is eager to 
attract additional downstream investment in the aluminum 
sector and hopes that international investors will consider 
Bahrain as a site for production of such items as aluminum 
automobile parts. 


Fiscal Policy: In 1988, government expenditure totalled 
$1.28 billion, representing an increase of 6 percent over 
the previous year. Total capital expenditure in 1988 
amounted to $280 million as compared to $294 million in 
1987. Revenues in 1988 totalled $1.07 billion, of which 
$558 million was from oil and $509 million was from non-oil 
sources. The deficit for 1988 ($215 million) represented 
about 6.4 percent of GDP. For 1988-89, Bahrain is operating 
on a two-year budget with projected expenditures of $2.75 
billion and revenues of $2.27 billion. As in previous — 
years, the deficit will be financed by domestic borrowing. 
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Balance of Payments: The overall balance of payments in 
1988 registered a surplus of $482 million as compared to a 
deficit of $310 million in 1987. The deficit on non-oil 
trade of $954 million was counterbalanced by a surplus on 
oil of $769 million resulting in a trade deficit of $185 
million in 1988 as compared with $284 million in 1987. 
Earnings from services, transfers, and capital flows 
recorded a substantial increase in 1988--$667 million as 
compared to a deficit of $26 million in 1987--resulting in a 
overall balance-of-payments surplus of $482 million for 
1988. Official foreign debt at the end of 1988 was $152 
million. Bahrain’s liquid international reserves (minus 
gold) at the end of 1988 were $1.25 billion. 


PART B: IMPLICATIONS FOR THE UNITED STATES 


Market for U.S. Products and Services: Despite its small 
population of 470,000 (1988 estimate), Bahrain in recent 
years has been an attractive market for U.S. products and 
services. U.S. exports to Bahrain in 1989, as measured by 
the U.S. Department of Commerce, were $489 million as 
compared to $280 million in 1988. Due the exclusion of 
imports of military equipment and imports by Bahrain-based 
Gulf Air, official Government of Bahrain trade statistics, 
shown on page two of this report, substantially understate 
actual U.S. exports to Bahrain. 


According to U.S. statistics, the leading items exported to 
Bahrain in 1988 were aircraft, with a value of $126 million; 
aircraft parts, with a value of $25 million; and passenger 
cars, with a value of $23 million. 


Best Prospects for Small- to Medium-Sized Firms: U.S. 
furniture and wall-to-wall carpeting have an excellent 
market in Bahrain. Several large showrooms feature 
U.S.-origin furniture and carpeting. U.S. exports of such 
items to Bahrain exceeded $5 million in 1988, according to 
U.S. statistics. 


Bahrain’s hot, humid climate makes air-conditioning 
equipment an essential part of every home and business on 
the island. U.S. producers of such equipment enjoy a 
reputation for quality and service unmatched by other 





suppliers. The island has a large inventory of installed 
U.S.-origin equipment which require parts. According to 
U.S. statistics, exports of air-conditioning equipment and 
parts to Bahrain exceeded $4.5 million in 1988. Owing to 
chilly winters, air conditioners which also have a heating 
capacity should sell better than simple coolers. 


U.S. home appliances are very popular and widely available. 
U.S. made refrigerators, stoves, and freezers are suited to 
local climate conditions and their relatively large capacity 
compared with European or Asian products are ideal for large 
Bahraini families. U.S. exports of refrigerators alone to 
Bahrain in 1988 exceeded $1 million, according to U.S. 
statistics. 


Source of Capital: Since the oil price rises of the early 
1970s, the Gulf states have been a source of capital for 
both developed and developing countries outside the region. 
Many Gulf investors prefer to invest abroad not only because 
of a lack of viable investment opportunities in the region, 
but also because Europe and North America are perceived as 
offering more secure investment climates. Although the huge 
capital surpluses of the late 1970s and early 1980s have 
diminished in recent years, Bahrain, as the financial center 
of the region, remains an important source of investment 
capital for U.S. businesses. There are 19 investment banks 
operating in Bahrain, several of which have made substantial 


investments in U.S. business and real estate in recent years. 


Major Projects 


BAPCO Expansion: The Bahrain Petroleum Company (BAPCO) 
refinery, which has a capacity of around 260,000 barrels per 
day is the preeminent industrial establishment on the 
island. Plans for a complete modernization of the refinery, 
parts of which date back to the 1930s, have been under study 
for a number of years. The current estimated cost of this 
project is between $500 million and $1 billion, depending 
upon how it is structured. However, in 1989 the project was 
indefinitely delayed due to uncertainties about the future 
direction of the market for refined oil products. 
Potentially, the BAPCO modernization project could provide 
export opportunities for U.S. manufacturers. The U.S. oil 
company Caltex owns a 40 percent share in the refinery. 
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Polypropylene and Methyl Tertiary Plant: The Bahrain 
National Gas Company (Banagas) commissioned Chem Systems of 
the United Kingdom to prepare a feasibility study for a 
$360-$650 million polypropylene complex and methyl tertiary 
butyl plant in late 1988. The study, which was completed 
and presented in January 1990, reportedly indicated that the 
project is feasible. Factors which may delay the project 
include financing and the decision about the BAPCO refinery 
modernization project--the refinery which would be the major 
supplier of feedstocks for this plant. 


New Container Port: The Directorate of Ports is currently 
studying plans for a new container port for Bahrain. The 
current port is expected to approach full capacity in this 
decade and reportedly suffers from structural deterioration, 
due in part to the climate. Several sites are under 
consideration, including a site near the Arab Ship Repair 
Yard facility on Hidd island. 


ALBA Expansion: The $1.4 billion expansion of the Aluminum 
Bahrain (ALBA) is well under way. The commercial financing 
tender in the amount of $560 million was awarded on January 
23, 1990, to a group of banks headed by Arab Banking 
Corporation and Gulf Investment Corporation. The expansion 
will increase ALBA’s capacity from 235,000 tons to 415,000 
tons. Consultants for the project are Bechtel from the 
United States and Lavalin from Canada. 


Water and Power Expansion Project: Tenders for the 
consultancy are due in March 1990 for the $377 million 
expansion of the island’s water and power systems for the 
Ministry of Works, Power and Water. In addition, four 
international consultants have been invited to submit bids 
to design two 15-million gallon per/day desalination plants 
expected to cost $305 million, while nine consultants have 
been invited to bid for the design of a $72 million, 180-MW 
expansion of the Rifa Power Station. Construction tender 
documents for the projects should be ready by the end of 
1990. The desalination plants should be ready by early 1993 
and the electricity expansion by the middle of 1993. 


Hospital Construction: The Ministry of Works, Power and 
Water is expected to choose a design consultant for a 
proposed 500-bed hospital to be located in Muharraq, by late 
spring 1990. Bids for construction of the first phase of 
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the project are expected to be invited in late 1991. As 
currently planned, the first phase will consist of a 250-bed 
obstetrics wing with a projected price of $32 million. 


Trade Exhibitions: The new Bahrain International Exhibition 
Center is scheduled to open in March 1991. This new, fully 
air-conditioned facility will feature 8,000 square meters of 
covered exhibition space plus parking for 500 cars. The new 
exhibition center is expected to enhance Bahrain’s position 
as the leading venue for trade shows and conferences in the 
Gulf region. The island is easily accessible by car via the 
King Fahd Causeway from Saudi Arabia. Frequent air service 
is also available from the other Gulf states, as well as 
from major European, Middle Eastern, Far Eastern and South 
Asian commercial centers. Moreover, Bahrain has five 
luxury-class and a number of other hotels, plus recreational 
facilities and excellent telecommunications to offer 
business visitors. International trade exhibitions in 
Bahrain are organized by Arabian Exhibition Management 
(AEM), an affiliate of the U.K.-based Montgomery 
Organization. 


In 1990-91, there will be three international exhibitions in 
Bahrain organized by AEM. These include: Arab Build/Middle 
East Risk Control, November 12-15, 1990; MECOM 91/Middle 
East Computer Show, January 21-24, 1991; and The Middle East 
Oil Show, March 2-5, 1991. 


A_ Place to Invest: As part of its program to diversify the 
economy, the government actively encourages foreign 
investment, especially in sectors which are export oriented 
and do not compete directly with established local 
enterprises. Firms investing in Bahrain are required to 
have 51 percent Bahraini equity, but exception may be given 
for foreign investors offering essential technical know-how 
or foreign capital, or who will be operating offshore. 
Bahrain offers several advantages to foreign investors, 
including no personal or corporate taxation, no restriction 
on capital and profit repatriation, a developed 
infrastructure with excellent transportation and 
communication facilities, duty-free access to Gulf 
Cooperation Council member states for products manufactured 
in Bahrain, and a history of political stability. 
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